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48 @ Financial data of Doctorkid Company are as follows:

(1) Actual sales in 20X0 and 20X1 were 8,695,652.17 and 10,000,000 baht, respectively.

(2) The statement of financial position as of December 31, 20X1 (in baht) is presented below.

Cash 500,000 Accounts payable 1,000,000
Short-term investments 800,000 Notes payable to banks 2,000,000
Accounts receivable 2,000,000 Bonds 5,000,000
Inventories 2,500,000 Common stocks 6,000,000
Net property, plant, and equipment 13,000,000 Retained earnings 4,800,000
18,800,000 18,800,000

(3) Sales in 20X2 are expected to grow from those in 20X1 at the (geometric) average growth rate
of sales during 20X1.
(4) The net profit margin and the dividend payout ratio in 20X2 are expected to be 10% and 40%,
respectively.
Answer the following questions independently unless specified otherwise. Always assume that funds
internally generated from depreciation are used to replace the warn-out non-current assets. Thus, if
there is no increase (nor decrease) in non-current assets, the amount of them in the following year
remains the same as that in the previous year. Also assume that all current assets, except short-term
investments, are spontaneous to sales. Use the formula method to find the firm’s AFN. Ignore the
financing feedbacks.

(1.1) If property, plants, and equipment (PPE’s) are expected to increase by 800,000 baht (net of
depreciation) in 20X2, and the proportion of spontaneous assets and liabilities in 20X2 remains
unchanged, what are the additional funds needed (AFN) in 20X2?

(1.2) From (1.1), find the following amounts in 20X2.

(1.2.1) Total funds needed.
(1.2.2) Internally generated funds (i.e. an addition to retained earnings).
(1.2.3) Externally spontaneously generated funds (i.e. trade credits and accruals).

(1.2.4) Externally non-spontaneously generated funds (or AFN).
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(1.3) From (1.1), prepare the pro forma statement of financial as of December 31, 20X2 if the firm
finances the needs by issuing common stocks.

(1.4) From (1.1) and (1.3), prepare the pro forma income statement for the period, ended December 31,
20X2. The following forecasts are also applied. Gross profit margin = 70%; Operating profit margin
= 20%; Net profit margin = 10%; Corporate tax rate = 30%.

(1.5) Doctorkid currently operates at its maximum capacity. But in 20X2, it expects to remain the ratio
between its PPE’s and sales as that in the past. If the proportion of spontaneous assets and
liabilities in 20X1 remains unchanged, what are the additional funds needed (AFN) in 20X2?

(1.6) From (1.5), prepare the projected statement of financial position as of December 31, 20X2 if the

firm finances the needs by issuing bonds. Ignore the financing feedbacks.
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4o @ Suppose a firm makes the following policy changes. If the change means that external,
nonspontaneous financial requirements (AFN) will increase, indicate this by a (+); indicate a decrease
by a (-); and indicate indeterminate or no effect by a (0). Think in terms of the immediate, short-run
effect on funds requirements.

a. The dividend payout ratio is increased.

b. The firm contracts to buy, rather than make, certain components used in its products.

c. The firm decides to pay all suppliers on delivery, rather than after a 30-day delay, to take
advantage of discounts for rapid payment.

d. The firm begins to sell on credit (previously all sales had been on a cash basis).

e. The firm's profit margin is eroded by increased competition; sales are steady.

f. Advertising expenditures are increased.

g. A decision is made to substitute long-term mortgage bonds for short-term bank loans.

h. The firm begins to pay employees on a weekly basis (previously it had paid at the end of each

month).

Y & Magee Computers makes bulk purchases of small computers, stocks them in conveniently located
warehouses, and ships them to its chain of retail stores. Magee's statement of financial position as

of December 31, 20X0, is shown here (THB millions):

Cash 3.5 Accounts payable 9.0
Receivables 26.0 Notes payable 18.0
Inventories _58.0 Accruals _85
Total current assets 87.5 Total current liabilities 355

Net non-current assets _35.0 Long-term bonds 6.0
Common stock 15.0

Retained earnings _66.0

Total assets _22.5 Total liabilities and equity 1225

a. Construct Magee's pro forma statement of financial position as of December 31, 20X1. Assume
that all external capital requirements are met by bank loans and are reflected in notes payable.
Do not consider any financing feedback effects.

b. Now calculate the following ratios, based on your projected December 31, 20X1, statement of
financial position. Magee's 20X0 ratios and industry average ratios are shown here for

comparison:
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Magee Computers

December 31, 20X1

December 31, 20X0

Industry Average

December 31, 20X0

Currentratio | 2.5 3.0
Debt/total assets | 33.9% 30.0%
Return on equity | 13.0% 12.0%

c. Now assume that Magee grows by the same THB70 million but that the growth is spread over
five years—that is, that sales grow by THB14 million each year. Construct a pro forma statement

of financial position as of December 31, 20X1, using notes payable as the balancing item.

Aunsndnnsen1smeuaupnIfesIBsuaINNIIe (S); S Wity 70 duuvae 5 Y = Taz 70/5 = 14 d1uum

8 & Noso Textile's 20X0 financial statements are shown here:
Noso Textile: Statement of Financial Position as of December 31, 20X0 (THB Thousands)

Cash 1,080 Accounts payable 4,320
Receivables 6,480 Accruals 2,880
Inventories 9,000 Notes payable _ 2,100
Total current assets 16,560 Total current liabilities 9,300
Net non-current assets 12,600 Long-term bonds 3,500
Common stock 3,500
Retained earnings 12,860
Total assets 29,160 Total liabilities and equity 29,160

Noso Textile: Income Statement for year ended December 31, 20X0 (THB Thousands)

Revenue from sales of goods 36,000
Operating costs (32,440)
Profit before finance costs and income taxes (EBIT) 3,560
Finance costs 560
Profit before income taxes 3,000
Income taxes (40%) _(1,200)
Profit for year (Net income) 1,800

Suppose 20X1 sales are projected to increase by 15 percent over 20X0 sales. Noso’s dividend
payout ratio is 45%. Determine the additional funds needed. Assume that the company was
operating at _full capacity in 20X0, that it cannot sell off any of its non-current assets, and that
any required financing will be borrowed as notes payable. Also, assume that assets, spontaneous
liabilities, and operating costs are expected to increase by the same percentage as sales. Use the
percentage-of-sales method to develop a pro forma statement of financial position and income
statement for December 31, 20X1. (Do not incorporate any financing feedback effects. Use the pro

forma income statement to determine the addition to retained earnings.

[cd



Yo At year-end 20X0, total assets for Shome Inc. were THB1.2 million and accounts payable were
THB375,000. Sales, which in 20X0 were THB2.5 million, are expected to increase by 25 percent in
20X1. Total assets and accounts payable are proportional to sales, and that relationship will be
maintained. Shome typically uses no current liabilities other than accounts payable. Common
stock amounted to THB425,000 in 20X0, and retained earnings were THB295,000. Shome plans.to
sell new common stock in the amount of THB75,000. The firm's net profit margin on sales is 6
percent; and 40 percent of earnings will be paid out as dividends.

a. What was Shome's total debt in 20X0?
b. How much new, long-term debt financing will be needed in 20X1? Do not consider any

financing feedback effects. (Hint: AFN - New stock = New long-term debt.)

A @ Certain liability and net worth items generally increase spontaneously with increases in sales. Put
a checkmark (‘/) by those items that typically increase spontaneously:
Accounts payable ...
Notes payable to banks ...
Accrued wages ...
Accrued taxes L
Mortgage bonds ...
Common stock L.
Retained earnings ...
d8 g The 20X1 statement of financial position and income statement for the Woods Company are shown
here:

WOODS COMPANY:

STATEMENT OF FINANCIAL POSITION AS OF DECEMBER 31, 20X0 (THB Thousands)

Cash 80 Accounts payable 160
Accounts receivable 240  Accruals 40
Inventories __720 Notes payable __ 252
Total current assets 1,040 Total current liabilities 452

Net non-current assets 3,200 Long-term debt 1,244
Common stock 1,605

Retained earnings _ 939

Total assets 4,240 Total liabilities and equity 4,240



)

WOODS COMPANY:
INCOME STATEMENT FOR THE YEAR ENDING DECEMBER 31, 20X0

Revenue from sales of goods 8,000
Operating costs (7,450)
Profit before finance costs and income taxes (EBIT) 550
Finance costs (150)
Profit before income taxes 400
Income taxes (40%) (160)
Profit for year (Net income) 240

Per Share Detail

Common stock price 16.96
Earnings per share (EPS) 1.60
Dividends per share (DPS) 1.04

The firm operated at full capacity in 20X0. It expects sales to increase by 20 percent during 20X1

and expects 20X1 dividends per share to increase to THB1.10. Use the percentage-of-sales method

to determine how much outside non-spontaneous financing is required, developing the firm's pro

forma statement of financial position and income statement, and use AFN as the balancing item.

The McGill Company's revenue from sales are forecasted to increase from THB1,000 in 20X0 to

THB2,000 in 20X1. Here is the December 31, 20X0, statement of financial position:

Cash 100 Accounts payable
Accounts receivable 200 Notes payable
Inventories _200 Accruals
Total current assets 500 Total current liabilities
Net property, plants, and equipment _500 Long-term debt

Common stock
Retained earnings

Total assets 1,000 Total liabilities and equity

50
150

250
400
100
_ 50

1,000

McGill's property, plants, and equipment were used to only 50 percent of capacity during 20X0,

but its current assets were at their proper levels. All assets except property, plants, and equipment

increase at the same rate as sales, and property, plants, and equipment would also increase at the

same rate if the current excess capacity did not exist. McGill's after-tax net profit margin is

forecasted to be 5 percent, and its dividend payout ratio will be 60 percent. What is McGill's

additional funds needed (AFN) for the coming year? Ignore financing feedback effects.

b
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